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PREPARED REBUTTAL TESTIMONY OF
BRUCE A. FOLKMANN
ON BEHALF OF SAN DIEGO GAS & ELECTRIC COMPANY

I. INTRODUCTION

The following rebuttal testimony regarding Corporate Center Administrative & General
Expense Allocations addresses multiple interveners’ testimony: those dated September 1, 2011
of the Division of Ratepayer Advocates (DRA), Exhibit DRA-26 and Exhibit DRA-50, as well as
the Utility Consumers Action Network’s (UCAN) testimony of Steven McClary/Laura Norin and
David R. Croyle, dated September 22, 2011.

Corporate Center is the shared service organization within Sempra Energy providing
centralized services to San Diego Gas & Electric (SDG&E) and Southern California Gas
Company (SCG) as well as other non-regulated business units. Sempra Energy’s business units
all benefit from the consolidated efficiency and effectiveness of Corporate Center; thus, most
corporate-level functions and support are also considered applicable for allocation. Sempra
Energy develops detailed methods to accurately and fairly allocate costs to its business units,
providing economies of scale for those functions that are required of individual public business
entities, and for which they would otherwise have to incur expense separately. Any expenses
that are not traditionally permitted for ratemaking are excluded from allocation.

Corporate Center forecasts an overall escalated budget in Test Year 2012 (TY2012) of
$244.1 million, of which it proposes to allocate $59.6 million to SDG&E and $56.5 million to
SCG, or approximately 48% combined. The remaining 52% of costs will be allocated to non-

regulated business units or excluded and retained at Sempra Energy.
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DRA seeks to reduce the SDG&E allocations to $33.4 million and SCG allocations to
$34.8 million, or 28% combined. This is a 41% reduction from Sempra Energy’s already-
reasonable request. DRA’s reductions of $47.9 million can generally be categorized as:

e $20.4 million due to lack of justification, despite hundreds of discovery responses

e $16.2 million of executive and employee benefits it has determined are unrecoverable
e $3.9 million due to “duplicate functions” it assumes are already performed at utilities
e $3.5 million due to revised forecasts based on 2010 data or selective averaging

e $1.6 million of labor overheads as a result of the above adjustments

e $1.3 million due to a revised “multi-factor” allocation formula

e $1.0 million due to revised escalation rates

UCAN also seeks to adjust the multi-factor basic allocation method, using revised criteria
as the basis for its calculation.

This rebuttal will address each of the interveners’ testimony points except the revised
escalation rates, which are supported by a separate witness Scott Wilder (SDG&E Exhibit-238
and SCG Exhibit -231) and which will ultimately be updated later in this proceeding. Also, the
recoverability of $16.2 million in executive benefits and employee incentive compensation is
rebutted by witness Debbie Robinson (SDG&E Exhibit-225 and SCG Exhibit-219).

DRA'’s testimony, in particular, includes numerous calculation errors and inconsistencies
between their testimony and tables. Rather than dwell on the confusion and inaccuracy this
creates, my rebuttal will show that both DRA and UCAN’s testimony is overwhelmingly without
basis and proffered with an apparent blind eye to the volumes of detailed responses they
requested in discovery. My testimony is organized as follows:

e Section II — Multi-Factor Allocation Rebuttal to DRA and UCAN;

e Section III — Corporate Reorganization Rebuttal to UCAN;
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e Section IV-X — Corporate Center Divisions Rebuttal to DRA;
e Section XI - Summary and Conclusion; and
e Attachment A - Data Responses

II. MULTI-FACTOR ALLOCATION

Rebuttal to DRA and UCAN:

DRA’s auditor (Exhibit DRA-50) has taken issue with components of the Multi-Factor
allocation method used by Sempra Energy for many types of corporate and shared costs when a
more causal-beneficial allocation method is not possible. Sempra Energy’s development of its
Multi-Factor is rooted in the Affiliate Transaction Conditions agreed to under Decision 98-03-
073 (Attachment B, page 17), which states:

“The formula will be based on Alffiliate’s proportionate share of (1) total assets,
(2) operating revenues, (3) operating and Maintenance expenses (excluding the
direct Cost of Sales, purchased gas, cost of electric generation for utility
operations and income taxes), and (4) number of employees.”

Since its formation, Sempra Energy has calculated annual Multi-Factor rates for its
recorded actuals, and forecasted the rates in a consistent manner, for example in the 2004 Cost of
Service (D.04-12-015) and 2008 General Rate Case (D.08-07-046). Neither DRA nor UCAN
objected in those proceedings to Sempra Energy’s Multi-Factor allocation method, which is the
same Multi-Factor method Sempra Energy is using in this proceeding.

Sempra Energy calculates the Multi-Factor components using its audited financial
statements, prepared under U.S. Generally Accepted Accounting Principles (GAAP) and certain
additional information. This approach helps to consistently reflect the operational levels of
Sempra Energy’s respective businesses. Contrary to their previous approval of this approach,

DRA and UCAN now believe certain aspects of the calculation serve only to weight the factor
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more heavily toward SDG&E and SCG. DRA and UCAN propose to alter the basis of Sempra
Energy’s calculation for items A, B and C discussed below. In addition, UCAN proposes to
modify the basis of the allocation as described in D below.

The change in ratios for 2012 proposed by DRA would reduce SDG&E’s allocations by
$751,000, and SCG’s allocations by $525,000, for the remaining costs not otherwise disallowed
in DRA’s report. UCAN’s testimony estimated reductions of $6.7 million to SDG&E (6.3%)
and $600,000 to SCG (0.7%.). UCAN extrapolated the dollar impact based on the DRA
testimony and include DRA’s recommended changes to the multi-factor. However, we
discovered a number of calculation errors in UCAN’s analysis. First, they cited a DRA exhibit
(DRA 50, p. 50-12) as the basis for their formula, saying, “DRA estimated that its revision to the
multi-factor allocation method, which would decrease the allocation to SDG&E by 1.75
percentage points and to SoCalGas by 1.19 percentage points, would decrease the allocation to
SDG&E by $1.8 million and to SoCalGas by $1.0 million.” Using that data, they determined the
appropriate reduction per percentage point change in the multi-factor. However, the actual
reductions stated in that exhibit are $1.1 million to SDG&E and $833,000 to SCG, so UCAN’s
base calculation is dramatically overstated. Secondly, it is not clear how UCAN derived their
reduction of 6.3% to SDG&E and 0.67% to SCG. Sempra Energy’s calculations (using UCAN’s
proposed adjustments) result in much lower reductions, particularly for SDG&E.

A. Revenue from DWR Sales

Rebuttal to DRA:

DRA would exclude from SDG&E’s operating revenues customer billings on behalf of
Department of Water Resources (DWR) contracts'. The DWR sales collected by SDG&E

originated 10 years ago when the state of California selected DWR as the agency that would

! Exhibit DRA-50, Report on the Results of Examination.
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procure long-term power contracts to help ensure a stable, fixed-rate supply of electricity was
available to California ratepayers. All California utilities take part in distributing electricity that
was partly sourced from these contracts. Customer bills contain separate line items for the DWR
share, but SDG&E merely passes the billings on as a receivable and remits them concurrently to
DWR as a payable, with no reflection in the Income Statement. SDG&E also distributes
electricity that it purchases through its own power supply agreements, and those are the billings
that are reported as Gross Revenue, after balancing per Financial Accounting Standards 71 (FAS
71). Sempra Energy includes DWR billings in the Multi-Factor calculation as it still represents
actual revenue-related collections effort at SDG&E, just as if such deliveries were sourced from
SDG&E’s own balanced power purchases. As the DWR contracts conclude after 2013, SDG&E
will be required to procure and provide this “replacement” energy to customers. As such,
including DWR billings in the Multi-Factor is appropriate.

Rebuttal to UCAN:

UCAN also seeks to exclude from SDG&E’s operating revenues customer billings on
behalf of DWR contracts”. UCAN notes that these amounts should be excluded based on the fact
that the contract concludes in 2013 and the general expectation that DWR will issue some level
of credits back to customers. Sempra Energy supports its inclusion of the revenue in response to
data request UCAN-SDG&E-DR-24 Q18, attached, (which was also directly cited in UCAN’s

testimony) when we stated the following:

Sempra includes DWR revenue in the Multifactor calculation, and has done so
consistently since the contract inception, including the forecast used in the

2008 GRC, as it still represents actual revenue-related distribution effort at

2 Exhibit UCAN-3, Testimony of Steven McClary and Laura Norin.
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SDG&E, just as if such deliveries were sourced from balanced power

purchases.

UCAN’s position is based narrowly on the termination of the DWR contracts, and
blithely ignores the fact that although the DWR contracts are due to expire, the demand for the
power supplied by DWR will continue. That is, SDG&E will be required to procure additional
power sufficient to meet that demand, and will reflect those sales as revenue. In addition,
although UCAN suggests amounts will be credited back to SDG&E’s customers, it
acknowledges the amounts cannot be estimated at this time. In any event, the revenue
requirement in 2012 will include power purchases previously provided by DWR, thus its
inclusion is valid and necessary for a reasonable 2012 forecast.

B. Asset Value of San Onofre Nuclear Generating Station (SONGS) 2&3

Rebuttal to DRA:

DRA would exclude from SDG&E’s assets its ownership of SONGS.? A portion of
SONGS has been recovered in prior years through the Transition Cost Balancing Account. For
Federal Energy Regulatory Commission (FERC) reporting purposes, this portion of SONGS is
required to be included on SDG&E’s books, although it is no longer included in SDG&E’s U.S.
GAAP reporting. SONGS remains a component of SDG&E’s generation portfolio, and therefore
it is reasonable and appropriate to reflect its value like other assets in the Multi-Factor

calculation.

3 Exhibit DRA-50 Report on the Results of Examination.
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Rebuttal to UCAN:

UCAN has recommended that the “net asset value” instead of the gross asset value be
used for SONGS based on the fact that it is a 20% investment in the total asset.* UCAN believes
this should be accomplished by using the Equity Method of accounting. The basis for their
argument is that SDG&E’s ownership interest in the asset is 20%, which according to Sempra
Energy’s 2010 Annual Report would indicate that the Equity Method should be applied. UCAN
does not appear to understand that the Equity Method of accounting may only be applied when
equity, such as common stock, is owned. Ownership of an equity instrument is distinguished
from undivided ownership of the plant and assets. In the case of SONGS, SDG&E holds an
undivided 20% minority interest. Each owner is responsible for financing its share of the project
and SDG&E as a minority owner has indirect control over operations and maintenance costs and
capital costs through an annual budget approval process presented to the minority owners by
SCE as the SONGS Operating Agent. These financing and right-of-budget approvals are
incidental to holding an undivided ownership interest in SONGS, and extend well beyond the
rights and obligations incidental to a typical Equity Method investment. In addition, SONGS is
the sole nuclear generation asset within the Sempra Energy companies, with SDG&E responsible
for its share of SONGS in other ways atypical of Equity Method investments. For example,
SDG&E is directly responsible for funding its share of estimated SONGS decommissioning
costs, and currently maintains a $769 million decommissioning trust for that purpose. The
Equity Method is not applicable in this case because SDG&E does not own stock in SONGS, but
rather owns an actual interest in the physical assets themselves and therefore takes its
proportionate share of risk. This was explained in response to data request UCAN-SDG&E-DR-

68 Q15-16 (attached), which was ignored by UCAN.

4 UCAN Testimony of McClary and Norin (UCAN-3).
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UCAN states that the manner of ownership (outright or stock ownership) is a “distinction
without a difference”, calling for all of Sempra Energy’s minority stakes to be treated the same
(Equity Method). UCAN ignores the fact that the Equity Method is an accounting method that
does not permit SONGS to be treated in this fashion. More importantly, there are substantial
substantive reasons for Sempra Energy’s treatment of SONGS in the multi-factor calculation, as
stated above. Accordingly, Sempra Energy‘s methodology of including SONGS revenue,
expenses and assets in the Multi-Factor is appropriate and reasonable.

C. Gross Plant Assets vs. Net

Rebuttal to DRA

For all assets, DRA takes issue with the use of Gross Plant as a measure of Total Assets.
DRA suggests that Sempra Energy should use only “net” asset values (Gross Plant less
accumulated depreciation) as a basis for the Multi-Factor’. We do not believe that using Net
Assets is a better driver than Gross Assets. The factors used in the calculation are meant to
provide a relative measurement of the size of each Sempra Energy business unit, so the volume
of sales and expense, assets in service, and employees are considered to reflect an overall level of
activity. The Net Asset value of depreciable assets, particularly those that are more fully
depreciated, is irrelevant to the use of an asset in operations. Sempra Energy believes that the
originally capitalized amount for its Gross Plant is a better representation of assets in service
than Net Assets, which vary depending on an asset’s useful life and age. Sempra Energy
regularly retires plant and equipment assets that are no longer useful, so that their values are not
included in Gross Plant Assets. Accordingly, Sempra Energy disagrees with DRA’s definition of

Assets for purposes of the Multi-Factor.

> Exhibit DRA-50 Report on the Results of Examination.
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D. Use of Regression Methodology to Forecast the Multi-Factor.

Rebuttal to UCAN

UCAN rejects the use of regression analysis (or trending) in forecasting the Multi-Factor
allocation method based on the inclusion of the 2008 sale of the Sempra Energy’s Commodities
business’. Specifically, UCAN takes issue with it because it “implicitly assumes that similar
divestitures will continue into the future,” therefore overstating the utilities’ allocations. Sempra
Energy objects to this one-sided logic, which ignores the fact that, for example, growth at
SDG&E or SCG could have the same effect as sales of Sempra Energy’s other businesses.
Sempra Energy expressed this in SDG&E’s response to data request UCAN-SDG&E-DR-24
Q16 (attached), which states:

Sempra’s business operations during any five year period could potentially

include acquisitions, divestitures, growth, price changes, reorganizations, etc. at

any utility or unregulated business unit. Any of these changes may have a sudden

or more gradual impact, but they are reflected objectively in published year-end

financial statements and headcounts.

Thus, Sempra Energy’s calculations are not implicitly or otherwise assuming that divestitures
will continue into the future. Rather, the calculation is objectively based on inclusion of regular
business events’ occurring over the required forecasting period, which in this GRC (according to
the GRC Rate Plan) runs from 2005-2009. Consistent use of this objective approach over
multiple GRCs will capture the overall impact of various business events over time, ensuring that

any particular GRC forecast is reasonable. UCAN’s ad hoc approach of either excluding or

® ucaN Testimony of McClary and Norin (UCAN-3).

! Divestures, like the sale of the Commodities division, should be considered a regular type of business event for an
energy company, including one with multiple business units like Sempra Energy.
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including a business event based on its immediate impact to allocations (i.e., whether it increases
the allocation to the utility business in any particular GRC) is unreasonable and biased.

This bias was further reflected in UCAN’s request that Sempra Energy provide a
recalculated regression analysis assuming the Commodities business had not been sold. In
response to data request UCAN-SDG&E-DR 40 Q2 (attached), Sempra Energy addressed that
the calculation was not only unavailable but also irrelevant. Sempra Energy remains puzzled as
to why UCAN would expect us to run “what-if” scenarios based on data that is hypothetical and
factually incorrect. In addition, UCAN ignores certain realities of its request. For example, in its
request to have the Commodities data removed from the calculation as a one-time event, UCAN
fails to consider that should Commodities be removed from all the historical calculations, the
result would be substantially higher allocations to the utilities. Moreover, even while requesting
that Sempra Energy exclude the Commodities divestiture, UCAN has suggested that Sempra
Energy include investments made in Sempra Energy’s Global businesses subsequent to the GRC
filing in 2011. Such an update is not permitted under the GRC Rate Case Plan.

To resolve these issues, UCAN proposes to ignore the trend and use instead the actual
2011 Multi-Factor percentages (based on 2010 recorded data) as the basis for the 2012 forecast.
Sempra Energy’s use of regression analysis for forecasting has gone undisputed by UCAN in
previous rate cases, so Sempra Energy believes UCAN now objects to its use in this rate case
simply because it results in higher percentage allocations to the utilities. Sempra Energy
believes the trended percentages are appropriate given the expectation of proportionally higher
growth at the utilities, particularly at SDG&E, which was discussed in response to data request
UCAN-SDG&E-DR-40 Q25 (attached) showing that 73% of Sempra Energy’s total capital

spending is anticipated to be at SDG&E and SCG.
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UCAN further uses Sempra Energy’s 2010 recorded data to show that the 2011 actual
allocation rate of 20% to Global subsidiaries “missed the mark™ and did not actually drop to 19%
for 2011 as the regression analysis had forecast (workpaper BAF-WP-532). Even if the
difference were more material, this allocation comparison is irrelevant. The rates paid by utility
customers are set by the GRC, so the correct comparison would be the utilities’ share of Multi-
Factor forecasted in the 2004 and 2008 rate proceedings versus the actual rates throughout those
years. As shown below, from 2004-2011, Sempra Energy’s variance in forecasting Multi-Factor
rates benefitted ratepayers in 7 of those 8 years:

Forecast Multi-Factor 2004 2005 2006 2007 2008 2009 2010 2011

-------------- 2004 GRC Rates 2008 GRC Rates————mv
SDG&E 28.8% 28.8% 28.8% 28.8% 35.3% 353% 353% 35.3%
SoCalGas 43.4% 43.4% 43.4% 43.4% 40.1% 40.1% 40.1% 40.1%
Total Utility 722% 72.2% 722% 72.2% 75.4% 75.4% 75.4% 75.4%

Actual Multi-Factor
SDG&E 35.3% 33.5% 31.9% 343% 33.8% 36.5% 38.9% 38.3%
SoCalGas 44.5% 43.1% 41.2% 40.1% 39.7% 42.1% 41.1% 41.7%
Total Utility 79.8% 76.7% 73.1% 74.4% 73.4% 78.6% 80.0% 80.0%

Variance
SDG&E 6.6% 48% 3.1% 55% -15% 12% 3.6% 3.0%
SoCalGas 1.1% -02% -22% -33% -04% 2.0% 1.0% 1.6%
Total Utility 77% 4.5% 09% 2.2% -2.0% 3.2% 4.6% 4.6%

In sum, Sempra Energy’s Multi-Factor forecast for 2012 is consistent with prior rate
cases, and despite the potential for variances, the methodology is reasonable and should continue
to be applied in future years.

As a final matter, UCAN has requested that “Sempra should provide a variable for the
multi-factor allocation as a user-option in its results of operation model such that any proposed
changes to the multi-factor calculation flow through appropriately to all cost allocations that rely
on this factor.” The allocations for Corporate Center shared services are performed separately in

a system that uses more complex database technology, and the multi-factor and other allocation
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templates are not extricable from the system. Like the escalation factors, agreed-upon changes to
the multi-factor rates can be processed in an update filing, with higher-level estimations available
otherwise. Refer to the testimony of Deborah Hiramoto (SDG&E Exhibit-245 and SCG Exhibit-
238) for further discussion of Sempra Energy’s exclusion of this functionality in the results of
operation (RO) model.
III. 2010 CORPORATE REORGANIZATION

UCAN takes issue (in the form of testimony of Michael Shames and David Croyle) with
the timing of the 2010 corporate reorganization that occurred between certain corporate center
functions and the utilities, asserting that 1) the inefficiencies at the Corporate Center were widely
known much earlier than 2010, 2) the timing was strategic and done intentionally to obscure the
forecast for this rate case, and 3) zero-based forecasting is impossible because of a lack of
history®. These matters are addressed below.

A. Management of Shared Services

While Sempra Energy appreciates Mr. Croyle’s experience with alleged inefficiencies
resulting from the 2002 reorganization, which centralized many functions, his testimony is
substantially comprised of his subjective opinions about what should or should not have
happened. For example, Croyle asserts in his testimony that by 2006, inadequacies were
generally known and should have been addressed at that time instead of waiting until 2010°.
However, Croyle was neither a member of the senior management team at that time, nor
involved in senior management decision-making. And Croyle’s attempts to summarize what

management knew or thought at that time is disingenuous hearsay. Since Croyle’s testimony is

 UCAN Testimony of David Croyle (UCAN-11).
9 UCAN Testimony of David Croyle (UCAN-11), p. 6.
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based on the limited experience of a single former employee, it should be disregarded for
purposes of this GRC.

B. Reorganization Timing

UCAN asserts that the inefficiencies were known by management by 2006 and yet no
changes were made until 2010'°. UCAN suggests the objective was to obscure historical data,
which prevents UCAN from determining the validity of the forecast. Sempra Energy objects to
the notion that the reorganization was somehow timed specifically to convolute forecasts.
Indeed, Sempra Energy provided reconciliations in my testimony (table on BAF-11) and in
response to numerous data requests, to show the effect of the reorganization. Accordingly,
UCAN’s false allegation should be viewed as nothing more than a specious attempt to undermine
Sempra Energy’s credibility.

C. Zero-Based Forecasting

UCAN has asserted that zero-based forecasting is not possible because of the 2010
reorganization which created a lack of historical data''. Sempra Energy notes that the
reorganization budgetary impacts were collaboratively determined by utility and corporate cost
center managers and budget planners. UCAN also asserts that only the incremental costs were
assessed using a zero-based approach'?, however, the transferred services budgets were also
derived by utilizing a zero-based approach, similar to other Corporate Center budgets. Thus, the
final budgets post-reorganization were an appropriate representation for all costs, not just

incremental costs.

' UCAN Testimony of David Croyle (UCAN-11), p. 6.
"ucaN Testimony of David Croyle (UCAN-11), p. 7-9.
'2 UCAN Testimony of David Croyle (UCAN-11), p. 8.
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Finally, UCAN asserts that costs since 2002 must have been excessive based on the
following quote from Mike Niggli'*:

In total, SDG&E, SoCalGas and corporate center were able to complete this

reorganization with a net decrease in costs.
UCAN incorrectly assumes that Mr. Niggli’s comments suggest excessive historical costs. In
addition, Mr. Niggli’s comments do not apply to overall expenses as presented in this GRC. The
statement was simply meant to illustrate that the 2010 reorganization alone did not create higher
expenses for SDG&E, SCG or the corporate center. A table was provided in my direct testimony
(SDG&E Exhibit-23 and SCG Exhibit-17) on page BAF-11 showing the savings that were
achieved by the reorganization. In addition, an explanation of this quote by Mr. Niggli was
specifically provided to UCAN in response to data request UCAN-SDG&E-DR-31 Q3
(attached).

In sum, UCAN’s allegation that the reorganization was undertaken to obscure historical
costs is completely without merit.
IV.  FINANCE

Sempra Energy’s finance division forecasts an overall escalated budget in 2012 of $60.1
million, of which it proposes to allocate $13.2 million to SDG&E and $14.4 million to SCG.
DRA seeks to reduce the SDG&E allocations to $9.6 million and SCG allocations to $10.2
million, a 28% reduction. DRA recommends that Sempra Energy’s request of $60.1 million
(labor and non-labor combined) be reduced by $7.775 million. DRA based the majority of its
recommendation on trend data, changes to the assumptions used in the multi-factor, escalation
rate change recommendations, and supposed duplication of duties, which will be addressed per

each cost center below.

'3 UCAN Testimony of David Croyle (UCAN-11), p. 8.
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A. Chief Financial Officer (CFO) — Cost Center 1100-0039

DRA proposes that there is a duplication between the Corporate Center CFO and the
CFO at SCG, and recommends a reduction of $277,000 (the entirety of SCG’s allocation) from
the forecast'*. DRA has confused the issue. In fact, it is SDG&E that has a CFO, and SCG does
not. Regardless, DRA’s claim that this and other finance division functions are duplicative
illustrates a lack of understanding of the Corporate Center finance division responsibilities.
Indeed, in many cases, DRA’s familiarity with the roles of the various departments appears to be
limited to the department name or employee title, despite testimony from Corporate Center and
the utilities that provided specific descriptions.

There is a distinct difference between the accounting and finance functions at the Utilities
and the accounting and finance functions at Corporate Center. Generally, the Corporate Center
functions are responsible for raising and managing capital and maintaining the financial integrity
of the company as a whole. They set financial and accounting policy, develop and publish
Securities Exchange Commission (SEC) reports, ensure consolidated financials comply with
GAAP and SEC rules, and prepare consolidated long and short term plans for Sempra Energy’s
Board of Directors, rating agencies, and market analysts. None of these work activities are
performed at SDG&E or SCG, and all of these activities are standard or required of publicly held
companies. Given that these functions are not duplicative, the CFO oversight responsibility is
also not duplicative. Furthermore, the CFO has responsibility for the Treasury, Audit Services
and Tax Services functions, which are located only at the Corporate Center and provide essential
Utility services. The Corporate Center CFO performs all of these key financial leadership

functions. Thus, Sempra Energy’s forecast for this cost center is reasonable and will allow for

' Exhibit DRA-26, page 12.
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adequate funding, and the Commission should approve Sempra Energy’s TY forecast of
$972,000 or $279,000 to SDG&E and $277,000 to SCG for the Corporate Center CFO.

B. ACCOUNTING SERVICES

For accounting functions, Sempra Energy proposes to allocate $4.6 million to SDG&E
and $4.6 million to SCG. DRA seeks to reduce the SDG&E allocations to $3.4 million and SCG
allocations to $3.4 million, a 25% reduction, for the following issues:

1. SVP/Controller and Asst. Controller - Cost Centers 1100-0338 and
1100-0054

DRA proposes that there is a duplication of the Corporate Center SVP/Controller and
Asst. Controller with the utilities” VP/Controller, and would disallow all of Corporate Center’s
utility allocations-- $324,000 to SDG&E and $317,000 to SCG'”. Again, DRA presumes that
similar titles imply a duplication of responsibilities. The respective Controllers oversee
completely independent functions at their respective organizations, separate accounting,
reporting and planning groups, all of which contribute to different business requirements. For
example, while the Utilities’ Controller may oversee utility financial reports filed with the CPUC
and FERC, the Corporate Controller is solely responsible for filing consolidated reports with the
SEC, including preparing all of the financial disclosures for the Utilities and other business units.
Furthermore, the Utilities” Controller has no responsibility for accounting research and for
managing the relationship and costs of Sempra Energy’s external auditors. These functions are
not duplicated; they are located only at the Corporate Center and are essential Utility services.
Therefore, the allocated costs represent a necessary and reasonable expense to the Utilities, and
the Commission should reject DRA’s recommendations and adopt Sempra Energy’s TY2012

request of $776,000 for cost center 1100-0338 and $274,000 for cost center 1100-0054.

1> Exhibit DRA-26, page 13.
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2. Corporate Acctg Special Projects - Cost Center 1100-0012
DRA recommends that all $261,000 of the utility allocations for this cost center be
disallowed on the basis that Sempra Energy has not sufficiently described and supported how
this function relates to the Utilities'®. In fact, this was thoroughly addressed in response to DRA-
SDG&E-001 Q15 and Q16 (attached). This cost center was created to absorb the responsibilities
of the former director of Corporate Financial Accounting (cost center 1100-0345) after the 2010
reorganization. Although the cost center addresses certain special projects, it is largely the
Director of Corporate Accounting and a staff member who oversee accounting functions for the
Corporate Center, including all its shared services functions and billings. As such, the costs
associated with Corporate Accounting should be allocated as well. The Commission should
ignore DRA’s recommended disallowance, and Sempra Energy’s TY 2012 forecast of $317,000
should be adopted.
3. Accounting Research - Cost Center 1100-0347
DRA proposes a reduction of $88,000 from utility allocations, preferring to use 2010
recorded data as the basis for their forecast. Sempra Energy proposes $425,000. DRA states that
over the last three years, the cost center has trended lower and cites a Commission decision
indicating the most recent year 2010 should be used'’. In this instance, Sempra Energy does not
support the use of 2010 data, as the costs for this group were unusually low in 2010 due to an
extended absence by a senior employee. This is not an accurate basis for a TY2012 forecast;

therefore, DRA’s adjustment is not reasonable. Sempra Energy’s forecast is more accurate and

should be adopted.

' Exhibit DRA-26, page 13.
17 Exhibit DRA-26, page 14.
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4. Financial Reporting Director - Cost Center 1100-0047
DRA proposes a reduction of $39,000 from utility allocations, again utilizing 2010
recorded costs as a new basis. DRA’s only rationale for this is a “non-labor review.” Sempra
Energy does not support the use of 2010 data in this case; DRA ignored relevant information
provided to them during the course of discovery in DRA-SDG&E-001, Q24 (attached), where it
was explained that this cost center included costs for a software implementation in 2009 which
covered licenses and maintenance through 2010. Sempra Energy’s 2012 forecast of $311,000
($129,000 to each utility) includes the incremental software licenses and maintenance costs
related to that implementation, so rolling it back to the 2010 level is insufficient. Thus, the
Commission should reject DRA’s proposed adjustments for this cost center.
5. Financial Reporting - Cost Center 1100-0048
DRA recommends reducing utility allocations by $28,000, again to match 2010 recorded
costs. DRA testimony states that over the last three years, non-labor has trended lower and
therefore, the 2010 data should be used for forecasting. '* This is not logical, since for the past
three years, total costs in this area have in fact trended higher, as staffing costs reduced the need
for temporary staffing recorded as non-labor. Thus, the assumption used by DRA is incorrect,
their use of 2010 data cannot be supported, and their adjustment should be dismissed. Sempra
Energy’s TY 2012 forecast of $926,000 is more accurate and should be adopted.
6. Financial Reporting D&T Fees - Cost Center 1100-0219
DRA is recommending a reduction from utility allocations of $900,000, stating costs
have trended lower over the last three years; therefore, the 2010 data should be used for

forecasting'’. First, DRA’s observation is incorrect, as 2010 recorded costs were higher than

'8 Exhibit DRA-26, page 15.
' Exhibit DRA-26, page 15.
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2009, and there is no apparent trend. Not only does it not make sense to use 2010 data to update
the forecast, there is no recognition by DRA that external audit fees will increase as a function of
capital growth, not just for escalation. This was explained further in data requests DRA-
SDG&E-019, Q12 (attached), but has apparently been overlooked by DRA. Much of the
utilities’ major capital projects are yet to be completed as of 2010, so it does not provide for a
representative year for the TY2012 forecast and beyond. Accordingly, Sempra Energy’s
TY2012 forecast of $6,998,000 is valid, reasonable and should be adopted.

C. TAX SERVICES

The Tax Services group is comprised of six separate cost centers which tend to function
as a single cooperative team, sharing staff and resources as needed over the course of tax filing
cycles, audits and projects. For this reason, the group uses a single average allocation method,
which is based on a time study of the entire staff.

Also for this reason, there can be year-to-year variations in expenditures between these
six cost centers and budgets within the larger group, so Sempra Energy’s internal management
reports always focus on Tax Services as a whole. While this has been emphasized to DRA, they
continue to base their analysis on individual cost centers, proposing reductions even though Tax
Services’ requested TY2012 allocations to the utilities are lower than 2009 recorded costs. As
part of the reconciliation between 2009 and the 2012 forecast, the following data summarizing
the net impact of staff transfers within Tax Services was provided to DRA in a data response to

DRA-SDG&E-019-DFB-Question 14:
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a) Impact of staff transfers within Tax Services; no overall increase in FTE's.

Total
A-3.1 1100-0046-VP OF CORPORATE TAX § 40 BAF-WP-75
A-3.2 1100-0045-CORPORATE TAX ACCTG & SYSTEMS (466)  BAF-WP-78
A-33 1100-0373-DOMESTIC TAX COMPLIANCE 308 BAF-WP-81
A-3.4 1100-0374-INTL TAX 199 BAF-WP-84
A-3.5 1100-0376-TRANSACTIONAL TAX 57 BAF-WP-86
A-3.6 1100-0399-TAX LAW GROUP (199)  BAF-WP-90
Total $ (60)
b) Non-recurring direct charged Consulting and Labor costs in 2009.

Total
A-3.4 1100-0374-INTL TAX $ (213) BAF-WP-84
A-3.5 1100-0376-TRANSACTIONAL TAX (19) BAF-WP-86
A-3.6 1100-0399-TAX LAW GROUP (85) BAF-WP-90
Total $ (318)

Despite the relatively flat impact of staff reorganizations among the Tax Services cost centers,
DRA ignored this information and continues to pursue reductions for individual cost centers.
1. VP of Corporate Tax (1100-0046)

DRA proposes to reduce $249,000 in utility allocations, maintaining that the increase in
this cost center is incremental®’, and ignoring the evidence that shows costs transferring from
other Tax cost centers. In workpapers (pages BAF-WP-72 through BAF-WP-91) as well as data
requests DRA-SDG&E-001, Q30 & 32 (attached), Sempra Energy explained the reorganization
of the Tax Services department and the movement of FTE’s within it. The department as a
whole did not increase FTEs, and any fluctuations caused in individual cost centers were offset
within the department, as shown above. The offsetting amounts were again provided in data
responses DRA-SDG&E-019, Q14 (attached), where Sempra Energy showed that across the Tax

department, labor expense was flat.

2% Exhibit DRA-26, page 18.
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Moreover, even if the $40,000 increase for this cost center was incremental, DRA
incorrectly inflated its adjustment, calculating costs of $621,000 based on an average dollar cost
per Full Time Equivalent (FTE), which is inaccurate given that the cost center labor is mostly
comprised of the Vice President (VP). A VP is compensated at a higher amount and such
compensation is not a suitable base for average employee salaries. DRA used the same faulty
logic for non-labor, assuming all non-labor costs are variable to employees. In fact, the bulk of
the VP’s non-labor costs are not employee-related, so it makes no sense to reduce them based on
DRA’s erroneous assumption. Thus, Sempra’s TY 2012 forecast of $885,000 is accurate,
reasonable and should be adopted.

2. Domestic Tax Compliance (1100-0373)

DRA proposes a reduction of $198,000 from utility allocations for this cost center®,
Instead of acknowledging the cost center variations and reorganizations described above, DRA
proposes a four-year average basis, citing a Commission procedure used in instances when costs
have fluctuated. Even if Sempra Energy agreed that averaging was appropriate, we note that a
three-year average for the Tax Services department overall would result in a basis of $2.611
million, higher even than Sempra Energy’s escalated 2012 request of $2.567 million. DRA
appears to have selected averaging formulas and cost centers that suit its predisposition in favor
of reductions, rather than accepting Sempra Energy’s objective and reasonable forecast.

3. International Tax (1100-0374)

DRA proposes a disallowance of the entire $693,000 allocation to the utilities®,

apparently based solely on the cost center name. Again, there appears to be no comprehension of

the average allocation methodology explained above, despite ample support provided via data

2! Exhibit DRA-26, page 18.
22 Exhibit DRA-26, page 19.
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responses DRA-SDG&E-019, Q22, and AUDITOR-DR-017, Q2 (attached), prepared direct
testimony (SDG&E Exhibit -23 and SCG Exhibit-17, at page BAF-19) and workpapers (BAF-
WP-536).

For allocation purposes, the department’s overall effort is averaged, and each cost center
uses the same average allocation rates. For example, this cost center performs work primarily on
international matters, and its TY 2012 allocation to the utilities is 40%. Other tax cost centers
work primarily on utility matters, and their TY2012 allocation to the utilities is also only 40%. It
should be recognized that the allocation from Tax Services to the utilities is designed to be
reasonable when viewed from a whole department perspective. In light of the overall impact of
Sempra Energy’s methodology, the allocation for this cost center is reasonable and appropriate.
Thus, the Commission should adopt Sempra Energy’s TY2012 request of $1.849 million.

4. Tax Law Group (1100-0399)

DRA is seeking a reduction of $43,000 from the proposed utility allocations for this cost
center”. Instead of acknowledging the cost center variations and reorganizations mentioned
above, again DRA cites a Commission procedure to use in instances when costs have fluctuated.
However, contrary to DRA’s treatment of Domestic Tax Compliance, where it used a four-year
average, DRA instead proposes a two-year average for the Tax Law Group. This is a transparent
effort to pick an average resulting in the lowest utility allocation, without any foundation in fact
or consideration of consistency. Moreover, when viewed as a whole department, the average
costs for Tax Services are relative flat, and there is no overall incremental request for 2012 for
the utilities. Thus, the Commission should reject DRA’s proposed adjustments for the tax

department in its entirety and adopt the forecast for this cost center of $1.18 million.

23 Exhibit DRA-26, page 20.
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D. Corporate Cash Management (1100-0224)

For short-term credit and bank fees, Sempra proposes a total budget of $19.626 million,
of which $2.308 million is for SDG&E and $3.258 million is for SCG. DRA proposes to reduce
the TY 2012 forecast allocations by $669,000 to SDG&E and $946,000 to SCG**. DRA bases
these significant adjustments on a simple average of historical recorded costs, rather than
consideration of the financial market conditions that actually apply. The prior year costs are no
longer comparable and should not be used for averaging. This cost center records all business
unit bank fees, for both operational accounts, and short-term lines of credit. Sempra Energy
renewed its short-term lines of credit in 2010, which it does every 2-3 years, so the forecast in
the GRC Application includes the most recent rates -- reflecting today’s more restrictive
financial environment compared to the last line of credit renewal in 2008. This information was
described to DRA in multiple data responses and provided in detail in Sempra Energy’s response

to data request DRA-SDG&E-019 Q31 (attached), which stated:

The forecast direct assignments, as shown in workpaper BAF-WP-107, includes the
estimated service charges for each utility’s operational bank accounts, plus the upfront
and annual fees for the utilities’ $800 million line of credit (LOC), which is shared by
SDG&E and SoCal Gas. Fees are current market-rate basis points (bps) on the amount
of the line. Since the LOC is expected to renew every third year, the upfront and
arrangement fees, which are only paid in the renewal year, are “smoothed” to include an
average amount in each year for 2010-2012.

Bank service charges were estimated based on each utility’s historical actuals, which can
vary annually depending on volume and average cash balances. The renewal in 2010 has been
averaged forward for 2011 and 2012. DRA received Sempra Energy’s detailed workpapers
itemizing all costs and averaging adjustments, so their reduction for this cost center is without

justification. Thus, the commission should reject DRA’s proposed adjustments and adopt

2 Exhibit DRA-26, page 21.
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Sempra Energy’s forecast of $19.626 million based on Sempra’s fact based approach to
forecasting.

E. Investor Relations

1. VP Investor Relations (Cost Center 1100-0375)

DRA proposes to reduce $130,000 from utility allocations for this cost center,
disallowing $157,000 of incremental costs based on alleged insufficient justification for a new
FTE®. Sempra Energy proposed a total forecast of $544,000 with $226,000 allocated to each
utility. The increase, however, is not entirely related to the new single FTE, a clearly incorrect
assumption by DRA, even though workpapers provide detail that the primary driver was the
replacement of an outgoing VP with a more senior officer. The additional FTE is an
administrative assistant, who was previously shared and thus charged only half to this cost
center. The incremental cost of one-half of an administrative salary is certainly lower than the
$157,000. The rest should be considered base costs. In fact, if DRA would refer to 2010
recorded data in this case, they should recognize that 2010 recorded costs of $523,000, are
already much higher than Sempra Energy’s total forecast for the cost center. Based on this,
Sempra Energy’s forecast is reasonable and valid and should be adopted.

2. Investor Relations/Shareholder Services (1100-0042)

Throughout its report on Corporate Center, DRA adds adjustments to utility allocations
as a result of the Multi-Factor change discussed in section II*°. Sempra Energy disagrees with
the changes in general and is not commenting on individual cost center adjustments in this
rebuttal. However, in some cost centers, not all costs are subject to the allocation method (i.e.,

some were directly charged), and so not all costs would be impacted by the Multi-Factor change.

%> Exhibit DRA-26, page 23.
%% Exhibit DRA-26.
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Therefore, DRA’s proposed methodology is incorrect, as they have applied the multi-factor
changes to the entire cost center, regardless of direct charges. It appears that DRA is not aware
of this, and therefore their calculations are skewed due to the inclusion of direct-charges. In cost
center 1100-0042, the computation has generated a material error of over $260,000 that is
unrelated to the Multi-Factor calculation. DRA’s overall reduction based on their faulty multi-
factor assumptions is not valid for this cost center, therefore Sempra Energy’s total TY2012
forecast of $1.866 million should be adopted.

F. Corporate Planning/Financial Systems (1100-0342)

DRA proposes a $43,000 reduction from utility allocations because this cost center has
“fluctuated slightly” in historical non-labor costs*’. DRA recommends using 2010 recorded data
as their basis. However, they are ignoring the fact that this department incurs cyclical costs for
software maintenance and periodic upgrades for Sempra Energy’s financial systems. Non-labor
does fluctuate year to year, but Sempra Energy’s forecast has already considered this and
represents a five